Berkshire Dividend Strategy

Casual Friday: The "Value" Defense + Top 10 Innovation? – May 15, 2020
Good morning,
The “Value” defense:
Investor patience and discipline can have a short shelf life. When clients urge: “we need
to do something” or “we are not keeping up”, it can get in the way of constructing well
crafted portfolios. Recently, the investment world generally dominated by high profile
U.S. growth stocks has left clients wanting to "chase returns" and we see advisors are
seeking concrete evidence to keep clients on track:
• “Can you show why value and dividend stocks make sense now when growth is
doing so well?”
• “Can you talk about innovation in these dividend paying companies?”
How big is the performance gap?
Indeed, returns have been elusive for value investors over the past number of years. The
gap widened during this downturn - It feels like value investors have "thrown in the
towel". Investors want growth - And are willing to pay up! Since the end of 2016 through
5.14.20 the indices have returned:
• Russell Large Growth: +70.21% (Source: Bloomberg)
• Russell Large Value: +2.49% (Source: Bloomberg)
Broader context? Yes, U.S. equity strategies with a value bias have lagged U.S. growth.
Keep in mind, results in many other broad equity asset classes - ie. U.S. small/mid,
emerging markets, and other large cap international equity strategies (particularly
Europe) have fared worse year to date. Sometimes an out-sized move in one asset class
(in this case U.S. Large Cap Growth) can taint the merits of every other strategy not
keeping up. And within the value asset class, Berkshire Dividend Strategy is well ahead
of its index YTD, and maintains 5 star Morningstar rating: 5 Star Morningstar - Overall
Why is growth dominating?
• Value indices contain cyclical sectors. As a recession looms, earnings growth is
a scarce commodity, so investors are willing to pay up for exciting growth
stories potentially “immune” to a downturn, while avoiding economically
sensitive ones.
• There is excitement and allure of “new economy” technology stocks – many are
gaining even more limelight as pandemic creates new paradigms favoring
today’s leaders. Many of these trends ARE legitimate, but we believe there are
other, less expensive ways to participate in them.
• Five stocks now make up over 20% of the S&P 500 and the same five stocks
make up nearly 35% of the Russell Large Growth index - the highest
concentration since 1990. Some of these stocks have been on a tear!
https://themarketear.com/posts/c-cfhHbaP6

Berkshire Asset Management,
LLC (Berkshire) is a fee based,
SEC registered advisory firm
serving the portfolio management needs of high net worth
and institutional clients. Our
guiding principle is a belief
that success can be achieved
by combining rigorous, wellcrafted investment processes
with an exceptional level of
client service and attention to
detail. Asset Management with
a
Difference...
Diligence,
Integrity and Focus. Berkshire
Asset Management, Inc. was
formed in 1986 as a SEC
registered investment adviser.
In 1999 the company was sold
to Legg Mason. In 2007,
senior leadership repurchased
the firm, forming Berkshire
Asset Management, LLC, the
company built to serve you
today.

Dividend Highlights
•

•

Dividend growth can often
provide transparent insight into
a company’s fundamentals
and vitality.
Dividend growth can provide
an attractive stream of
increasing cash flow to satisfy
many financial objectives.

Strong fundamentals, but too expensive?
The current relative valuations between growth and value are staggering. Growth stocks
are trading at the biggest premiums ever to their value counterparts, including 1999:
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Price Earnings Ratio: Russell 1000 Growth 28 vs Russell 1000 Value 13.50
Price to Book Value: Russell 1000 Growth 7.45 vs. Russell 1000 Value 1.63
o Growth vs Value – Relative Price to Book 5.7.20
Dividend Yield: Russell 1000 Growth 1.01% vs. Russell 1000 Value 3.15%

(Source: Bloomberg as of 5/8/2020)
Can Value Stocks Ever Catch Up?
History suggests - Yes. As we get to the other side of this pandemic, we believe earnings growth will broaden out to a
wider group of companies. The last time the indices traded near these relative valuations (dot com bubble), the market
favored “value” stocks in the years after – in a considerable way:
Total index returns from 06/30/2000 – 5/25/2007
• Russell Large Value +80.70% (Source: Bloomberg)
• Russell Large Growth (-27.91%) (Source: Bloomberg)
Virtually all investment firms (advisors, money managers, mutual funds) tout the need for "Investment Discipline"... An industry
buzz word that seems to have lost some meaning. In the Berkshire lexicon, discipline means the ability to allocate capital to
investments / asset classes even when they are out of favor, under-performing or unpopular. For today's advisor, it means
keeping clients focused on their overall financial plans (not just one benchmark), the merits of diversification (not every thing
works all the time) and communicating the right ideas (we will do our best to help!)
Along those lines, an advisor asked us "Can you give me a few bullets points showing innovation and potential for growth in
your top holdings?"
Innovation in Berkshire Top Ten Holdings?
Investors, like 99’, may be overlooking the innovation and growth aspects of some great companies owned in our dividend
strategy – this sets up an opportunity for investors looking to the future:
JPMorgan (JPM)
• Through downturn, banking could become more concentrated
• Leaders in technology solutions, like JPM, may pick up additional market share
• Multiple earnings levers outside of traditional net interest margin
• Extremely well capitalized coming in to crisis, dividend likely to withstand economic pressures
Lockheed Martin (LMT)
• Defense spending remains intact with limited disruption
• Healthy dividend growth with current yield of 2.65%
• Leading innovations in AI, quantum computing and hypersonic technologies
Honeywell (HON)
• Trading 35% off all-time highs – Current dividend yield 2.95%
• Honeywell ThermoRebellion - new temperature monitoring solution that incorporates advanced, infrared imaging
technology and artificial intelligence algorithms to conduct non-invasive, preliminary screening of personnel entering a
facility (source: PRNewswire)
• Other innovation includes – Virtual engineering, machine learning to fight cyberattacks, robotic cargo unloading and
predictive airplane maintenance
Johnson & Johnson (JNJ)
• Has increased dividend for 57 years in a row
• Increased dividend during the current economic downturn
• 1 of 2 companies in the S&P 500 with a AAA balance sheet
• Leading candidate for Coronavirus vaccine
Bristol-Myers (NYSE: BMY)
• BMY's recent acquisition of Celgene creates enormous synergies
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Valuation was one of the cheapest deals in biotech: 8 times 2021 earnings of roughly $6.15/share
o Deal should create $45 billion in free cash flow over the next 3 years.
Celgene deal improves both early and late stage pipeline
o Celgene has 5 products that are expected to launch in the next 18 months
We think the market is overly concerned with debt from Celgene deal
o Bristol expects to pay it down aggressively over 4 years

Walmart (WMT)
• Massive e-commerce growth over the past number of years
• Leverage brick and mortar presence to enhance e-commerce experience and distribution
o Wal-Mart stores within 10 miles of 90% of the U.S. population
• Heavy investments in consumer-friendly experience paying off
Kinder Morgan (KMI)
• Bear market for energy sector in 2016 has led to years of painful yet constructive restructuring
• We believe a new and improved KMI emerged and is positioned well to withstand current downturn
• Kinder Morgan Increases Dividend 5% during current downturn - https://www.nasdaq.com/press-release/kindermorgan-increases-dividend-five-percent-and-announces-results-for-first-quarter
Norfolk Southern (NSC)
• Predicative locomotive analytics, automated maintenance and network efficiency all ensure faster more reliable
transportation
o https://www.nsrailtech.com/power-predictive-analytics
• Personnel and locomotive productivity up 15% YOY from continued technology adoption
o https://seekingalpha.com/article/4341186-norfolk-southern-corporations-nsc-ceo-jim-squires-on-q1-2020results-earnings-call-transcript?part=single
General Mills (GIS)
• “Boring” packaged food companies seeing a boost as grocery demand sharply rises
• Continued benefits from Blue Buffalo acquisition – paying down debt from the deal
• In March, General Mills' U.S. retail sales were about 45% higher than a year ago, according to market researcher
Nielsen. In April, they were up 32%. (Source: General Mills Earnings Call)
Microsoft (MSFT)
• Cloud computing juggernaut with no signs of slowing, Azure = entrenched
• $140Billion in cash and securities, aggressive buyback program and dividend growth
• At one point, MSFT was cast off as a dying company
Qualcomm (QCOM)
• Holds a staggering 140,000 patents and patent applications for 5G technologies (source: WSJ)
• Key player in next generation “chips”
• $30 Billion in stock buybacks over the past 2 years
(All Data Sourced from Bloomberg unless otherwise stated.)
Have a great weekend!
Gerry,
Gerard Mihalick, CFA
Dividend Strategy Portfolio Manager
Berkshire Asset Management, LLC
Office (570) 825 - 2600
Berkmgt.com
Contact Berkshire:
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Gerard Mihalick, CFA, Portfolio Manager
gmihalick@berkshiream.com or (570) 825-2600
Jason Reilly, CFP®, VP Advisor Distribution
jason@berkshiream.com or (570) 825-2600
*Morningstar Rating Morningstar Rating TM is calculated for investments with at least a three year history. It is calculated based on a Morningstar Risk- Adjusted Return measure
that accounts for variation in an investment's monthly performance, placing more emphasis on downward variations and rewarding consistent performance. The top 10% of
investments in each category receive five stars, the next 22.5% receive four stars, the next 35% receive three stars, the next 22.5% receive two stars and the bottom 10% receive
one star. The Overall Morningstar Rating is derived from a weighted average of the performance figures associated with the three-, five- and 10- year (if applicable) Morningstar
Rating metrics. Morningstar will not calculate ratings for categories or time periods that contain fewer than five investments.
Berkshire Asset Management, LLC (“BAM”) is a Registered Investment Advisor under the Investment Advisors Act of 1940. Registration as an Investment Advisor does not imply
any level of skill or training. All information contained herein is for informational purposes only and does not constitute a solicitation or offer to sell securities or investment advisory
services. Access to BAM is only available to clients pursuant to an investment advisory agreement and accepting delivery of BAM’s Form ADV Part 2A and 2B. You are encouraged
to read those documents carefully. BAM manages portfolios for individuals and institutions. All investing carries risk including risk of principal loss. No statement made herein shall
construe investment advice. All statements made herein are opinions of BAM and subject to change. Berkshire assumes no responsibility towards the accuracy of the data
included.
Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This email is Intended for Institutional and advisor use only. This email
may make information of third parties available via website links. The Third Party Content is not created or endorsed by Berkshire nor any business offering products or services
through it. The delivery of Third Party Content is for general informational purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or
make any other type of investment or investment decision. In addition, the Third Party Content is not intended to provide tax, legal or investment advice. the Third Party Content
provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the providers of the Third Party Content as to its accuracy,
completeness, timeliness. Berkshire is not responsible for the accuracy or completeness of information in links to non-affiliated third-party articles, which have been produced by
entities that are not affiliated with Berkshire. Descriptions of, references to, or links to publications does not imply endorsement of that publication by Berkshire. Any opinions or
recommendations from non-affiliated publications are solely those of the independent authors and are not the opinions or recommendations of Berkshire.
Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). https://berkmgt.com/wp-content/uploads/2020/01/GIPSCompliant-Presentation-through-2018-1.pdf Berkshire Asset Management is a fee-based, SEC registered advisory firm serving the portfolio management needs of institutional and
high-net worth clients. The Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% - 100%. The
Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a diversified portfolio of equities with stable, high, and growing
dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the investment environment existing during the time periods shown. For comparison
purposes, the index is fully invested, does not include any trading costs, management fees, or other costs, and the reinvestment of dividends and other distributions is assumed.
An investor cannot invest directly in an index. Gross returns are presented before management and other fees but after all trading expenses. Net returns are calculated by
deducting actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings. Valuations are computed and performance is reported in
U.S. dollars. To receive a complete list of composite descriptions and/or a compliant presentation, contact Jason Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past
performance does not guarantee future results.
Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index (stock price times # of shares
outstanding), with each stock’s weight in the index proportionate to its market value. The index is designed to measure changes in the economy and is representative of most
major industries. Russell 1000 Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values.
The index was developed with a base value of 200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower priceto-book ratios and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an index. BEst
(Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing Operations, which may exclude the effects of one-time and
extraordinary gains/losses. Beta is a measure of volatility vs. an index. Upside/Downside capture ratios refer to a portfolios performance as a percentage of either positive returns
(upside) or negative returns (downside) vs. an index. Standard Deviation is a measure of total risk. Alpha, Beta and capture ratios are represented as calculated by Morningstar.
Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific
investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change, are not guaranteed, and may be cut. Investing based on
dividends alone may not be favorable as it does not include all material risks. There is no guarantee any stated (or implied) portfolio or performance objective mentioned by
Berkshire can be met. Berkshire’s equity style may focus its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices.
The dividend strategy may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more costly for some
investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized individual advice from a qualified advisor or any other
investment professional.
Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall construe investment advice. This
presentation is for informational purposes only. Views, comments or research mentioned is not intended to be a forecast of future events. The mention of any security or sector is
not deemed as a recommendation to buy or sell. Any reference to any security or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy.
Research or financial statistics cited regarding securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings
whereas Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from a representative
account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed representative of the strategy; data may be compiled from
Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and aggregate characteristics of actual portfolios may vary based on a variety of factors including
market conditions, timing of client cash flows and manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at
any time. Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from third parties and
Berkshire does not guarantee their accuracy. *Platform restrictions may apply. Preliminary returns are based on composite estimates only. Individual accounts will vary. All rights
reserved.
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